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This study examines whether Australian equity fund managers adhere to their stated portfolio constraints 
in terms of stock holdings, portfolio concentration, and degree of trading.  
Specifically, the study examines managers’ compliance in respect of:  
 Number of stocks held;  
 Tracking error; and  
 Asset turnover.  
These factors have been selected for examination as they are part of a broader group of indicators that 
provide an insight into the characteristics of a fund. However, in comparison to other indicators, such as 
fund style, these factors have received comparatively little research attention.  
The study, which has been funded by the Centre for International Finance and Regulation (CIFR), 
contributes to this field of research by matching qualitative information sourced from investment 
management questionnaires against fund managers’ own quantitative data.  
Questionnaire responses are valuable to asset consultants in determining whether a fund manager’s stated 
investment philosophy is reflected in the portfolio strategies they employ. In other words, the asset 
consultant is assessing whether the fund manager is ‘true to label’. 
Asset consultants assess fund managers with a view to making recommendations to end investors, typically 
multi-manager superannuation funds. Specifically, asset consultants play a key role in helping a fund make 
decisions regarding the composition of its panel of asset managers.  
The scope of the study extended to 37 active Australian equity funds, and entailed an examination of 
investment management questionnaire responses, daily transactions, and monthly equity holdings data 
spanning 15 years.  
The study assessed the merit of investment management questionnaires in accurately describing fund 
managers’ intended investment characteristics in terms of number of stocks held; tracking error; and 
portfolio turnover.  
Investment management questionnaires are an important source of information for asset consultants, who 
have two main uses for the data. Firstly, questionnaire responses can be used to filter a universe of 
potential candidates to identify a shortlist for more in-depth analysis. Secondly, questionnaire responses 
may be used as a basis upon which to verify the actual track records of managers.  
 
 
 
 
In matching questionnaire responses with holdings data, the study finds that fund managers’ compliance 
with their self-declared number of stock holdings improves over time. This correspondingly increases the 
reliability of the indicator for asset consultants, who factor it into their manager selection decisions.  
In contrast, fund managers generally exhibit lesser compliance with their self-declared maximum portfolio 
turnover rates, while tracking error is the most systematically underestimated questionnaire response 
variable. These findings apply equally during periods of market strength and weakness.  
Declaring a lower maximum turnover rate may lead to the expectation of lower transaction costs than what 
actually transpires. Similarly, underestimating tracking error improves a manager’s expected information 
ratio, which is calculated by dividing excess returns by tracking error.  
It is unclear whether these mismatches in self-declared characteristics versus recorded data are due to 
systematic underestimation on the part of fund managers, or whether there is an element of intent at play. 
Although measures of number of stocks held, portfolio turnover rates and tracking error are not entirely 
accurate indicators of actual fund characteristics, they are statistically relevant. Therefore, despite not 
providing an absolute measure, self-declared characteristics in investment management questionnaire 
responses are nevertheless useful in helping to determine relative differences between fund managers.  
There are several potential reasons why investment management questionnaire responses are informative 
in only a relative sense.  
Firstly, there is a trend towards the use of separate accounts rather than pooled vehicles, to facilitate the 
tailoring of investment management services to the particular needs of a specific investor. This necessarily 
results in deviations from the fund manager’s stated investment process.  
Furthermore, technological advancements have resulted in a significant expansion of the breadth and 
nature of information flows. Such advances may render static information in the form of industry-adopted 
template questionnaires obsolete, or of secondary importance at best. 
The study’s findings are relevant to potential institutional clients of active fund managers and the funds 
management industry in general.  
In particular, the end-users of questionnaire responses should view self-declared limits on the number of 
stocks held, tracking error and turnover as relative rather than absolute indicators of a manager’s 
investment process. It follows that efforts to maintain the currency and accuracy of questionnaire details 
will correspondingly increase their information value.  
